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Canada Southern Petroleum Ltd. 


PRESIDENT’S LETTER 


To the Shareholders: 


The intensity of the petroleum search in the Far North where your Com- 
pany holds extensive leasehold interests appears destined to mark the current 
drilling season as one of the most active on record. The underlying factors 
responsible for this acceleration in exploratory activity result in the main from 
the developing energy deficiency in the United States, which has reached crisis 
proportions. Additionally, it has finally become obvious that overseas supplies 
of petroleum cannot be depended upon to bridge the energy gap. Further, the 
rate of discoveries in the United States of both oil and gas has failed to keep 
pace with burgeoning domestic demands. Moreover, a continuing series of 
crises such as those posed by the Mideast conflict and the resulting worldwide 
tanker shortage have contributed to telescoping what heretofore had been re- 
garded as a long-range energy deficiency into a massive problem of immediate, 
critical concern. 


With awareness of the magnitude of this problem has come a realization of 
the immense energy potential buried beneath the northern rim of North America, 
with its promise of a stable source of energy fuels vital to continental security. 


Active exploration for oil and gas has now spread from the early Prudhoe 
Bay discovery sector of Alaska eastward to include a vast area extending from 
the important Mackenzie Delta across the entire Arctic Archipelago. 


On King Christian Island in the Arctic Archipelago the Panarctic King 
Christian D-18 well, the seventh well in the far-ranging exploratory program of 
the Panarctic consortium, caught fire in October while drilling at 2,000 feet and 


the resulting conflagration destroyed the rig. Another rig has since been flown 
in to drill a directional well in an attempt to bring the discovery well under 
control. Unconfirmed reports are that the well is flowing gas at rates as high 
as 40 million cubic feet per day with craters occurring several hundred feet 
away. This mishap, unfortunate as it is, dramatically focuses attention on the 
enormous potentialities of the Arctic Islands where your Company has interests 
in properties covering over 8,000,000 acres. 


In a distant area far removed from the Arctic Islands your Company’s entry 
into the oil search offshore New Zealand seems to have come at a most oppor- 
tune time. The new offshore discovery area of the Shell-British Petroleum 
consortium northwest of the Cook Strait, referred to in last year’s Annual Report, 
has developed into a major oil and gas-distillate field. 


Your Company holds a 25% interest in approximately 5,268,000 acres off- 
shore North and South Islands where a geophysical survey recently completed 
has shown very favorable results. Several large features were located and de-- 
fined in the Westland Permit covering approximately 1,300,000 acres offshore 
the west coast of South Island. The prospects at Westland are rated very 
highly by the Company’s consultants and it is hoped that drilling plans can be 
formulated during the coming year. 


Ample funds are available for the Company’s planned exploration activities 
during the calendar year 1971. In addition, Canada Southern is participating in 
the net production proceeds in the Peejay area in British Columbia, which 
reached payout status in December 1968. West Peejay also reached the payout 
status during July 1970 and the Company’s share of net proceeds derived from 
these two areas now is at the rate of approximately $400,000 per year. 


Additional comments on the Company’s activities will be found in the ac- 
companying Operations Review. Because the indicated scope of exploration 
activity evolving at this time is so extensive, it is your Company’s intention to 
issue to the Shareholders in the Spring of 1971 an Interim Report summarizing 
exploration accomplished or in progress at that time. Included with this Report 
also are audited financial statements for the year ended June 30, 1970. 


On behalf of the Board of Directors, 


eas fa (iu cab 


President 


December 10, 1970 


In a technical geophysical report published in The Oil and Gas Journal for November 9, 1970, 
co-authors Dr. D. A. McNaughton, petroleum consultant to Canada Southern Petroleum Ltd. and 
Magellan Petroleum Corporation, and F. A. Gibson, prominent geophysicist with 25 years’ foreign 
exploration service in the Far East, Oceania, the Middle East and Africa, discuss the offshore 
Westland prospect (New Zealand) and its possible reefs. The authors conclude that cumulative 
evidence appears to support the reefal origin of several stratigraphic bodies at Westland, and 
that these, taken together with the large structural closure along the Westland fault, constitute 
potential traps for petroleum accumulation. A limited supply of reprints of the McNaughton-Gibson 
article is available for mailing to Shareholders upon written request to the Company, c/o First 
Jersey National Bank, P.O. Box 960, Jersey City, N.J. 07303. 


OPERATIONS REVIEW 


CANADA 


British Columbia 


No significant discoveries were made on or 
close to Canada Southern’s lands in British 
Columbia during the year under review although a 
number of wells were drilled on the properties. A 
well currently is being drilled by Pacific Petro- 
leums Ltd. on the Company’s 50% carried interest 
land on former Permit No. 149. It is anticipated 
that there will be some further exploratory drilling 
on Company-interest lands during the winter sea- 
son, particularly in the Peejay and West Boundary 
Lake areas. 


Northwest Territories & Yukon 


A number of proposals have been announced for 
the building of a gas pipeline from Prudhoe Bay 
in Alaska to the United States via the Mackenzie 
River Valley. This pipeline would serve primarily 
to transport gas produced in conjunction with oil 
but would also serve to handle gas from the 
Mackenzie Delta and other areas along the route 
such as the Beaver River and Pointed Mountain 
gas fields. 


An oil pipeline has also been proposed for the 
same route and field studies have already com- 
menced to determine the problems which such 
a pipeline may encounter. This program is being 
financed by a number of companies including 
those which own the major portion of the Prud- 
hoe Bay field reserves. 


Completion of the pipeline to be built by West- 
coast Transmission Company from Ft. Nelson to 
the Beaver River field is now indicated for 1971. 


The Company conducted a seismic program in 
the Trout Lake area during the past year and will 


participate in a well to be drilled to the Devonian 
in the Celibeta Lake area this winter. It is antici- 
pated that a number of wells will be drilled in 
the region north of Trout Lake this winter in spite 
of disappointing results experienced in the 1969- 
70 drilling season. 


Arctic Islands 


Drilling continued in the Arctic Islands with 
two companies being active. On Mackenzie King 
Island Elf Oil Exploration Cape Norem A-80 was 
drilled to 9,744 feet and abandoned. Forty miles 
to the north, their Wilkens E-60 is drilling at 
8,300 feet. 


The Panarctic Drake Point K-67A well encoun- 
tered hydrocarbons in five zones, and was drilled 
to a depth of 10,671 feet before being plugged 
back and sidetracked to the Drake Point L-67 wild 
well. Another well has been started because of 
continued gas flows. 


Panarctic abandoned two wells, the Towson 
Point F-63 at a depth of 5,123 feet, and the 
Hoodoo Dome H-37 well at a depth of 11,072 
feet. Both were reported to have shown some 
indications of hydrocarbons. On the west side 
of Sabine Peninsula the Panarctic Homestead 
Hecla J-60 well was drilled to 11,865 feet and 
abandoned. : 


Two currently drilling tests are of considerable 
importance to the Company. On Amund Ringnes 
Island, Panarctic Central Dome H-30, an 11,000- 
foot test located three miles east of Company 
lands, is drilling at 2,000 feet on a large anticlinal 
structure. On Melville Island, Sun Oil Company- 
Panarctic Kitson River C-71, a 10,000-foot test 
offsetting a large Company-interest block, is drill- 
ing below 2,000 feet. 


The Company in March 1970 undertook to pay 
10% of the expenditures under an agreement 
covering 1,174,685 acres on Prince Patrick, 
Vanier and Emerald Islands between Triad Oil Co. 
Ltd. and B.P. Oil Limited as farmees and Pan- 
arctic for a 10% interest therein. The group is 
required to drill a12,000-foot test on both Prince 
Patrick and Vanier Islands during 1971 with the 
first well to be spudded prior to May 31, 1971. 


Canada Southern Petroleum Ltd. 


Company-interest properties included in Panarctic Agreements 


Islands 


TriCeeTee Agreement 


Prince Patrick, Brock, Melville, Emer- 
ald, Bathurst, Ellef Ringnes, Amund 
Ringnes, Cornwall, Axel Heiberg .. 


CSP-Clark-Skelly 
ENGIMMBCANSM Sted ecu c dadccc% ccamtlne 


CSP-B.P. 
MS INITILSL sgl spel ie oa cone UR Pe 


CSP 


Interest to be retained by the Company 


TriCeeTee Agreement(2) ...............0005 
CSP-Clark-SkellV(3)i en aei ee ies cent 
GS R-Bti(4) er te Sr... caren Nin iano eee 
CS6) 42 6 eer eee eee 


Gross Acres 


3,687,097 


57,210 


62,650 


709,234 


4,516,191 


% Net Acres 
3313 % 1,229,032 
40% 22,884 
87.5% 54,819 
100% 709,234 
2,015,969 
Minimum(1) 

% W.I. Net Acres 

6.667 245,819 

8.000 4,577 

17.500 10,964 

20.000 141,847 

403,207 


Panarctic 
Drilling Obligations(6) 


Two 10,000-foot test wells 


At least two 6,000-foot test 
wells on or in the vicinity 
of Company lands on these 
islands 


Maximum(1) 
% Wl. Net Acres 
26.667 983,238 
29.333 16,781 
64.167 40,201 
73.333 520,103 
1,560,323 


(1) Depending on Panarctic’s actual expenditures in the entire Arctic Islands program, from a minimum of $20,000,000 to a maximum 
of $30,000,000, it can earn from a 20% to 80% working interest in the TriCeeTee properties and from a 2624% to an 80% working in- 


terest in the other properties. 


(2) Convertible to 5.0% up to 11.666% carried interest or 1.333 % up to 2.5% overriding royalty. 


(3) Convertible to 6.0% up to 12.0% carried interest or 1.6% up to 2.8% overriding royalty. 


(4) Convertible to 13.125% up to 26.25% carried interest or 3.5% up to 6.125% overriding royalty. 


(5) Convertible to 15.0% up to 30.0% carried interest or 4.0% to 7.0% overriding royalty. 


(6) Based on maximum program. 


Canada Southern Petroleum Ltd. 


Status of Carried Interest Agreements as at June 30, 1970 


Permit No. 


Pacific Agreement 
Ex. — Permits 100-104 


Phillips Agreement 


Ex. Ps. 267 & 268 (BloGk@A) eens aoe 
Ex.) Psi9262, 2847) 266,.245-248) (Block 1B) ae. ee 
Be Pe id) (BIOCK"C) irreeanre 
ee 1s aly (BlOCKsE) ieee 
Ex. Pi ii78 (BlOCKS) eee ere 
Ex. P. 224 (BlOoCkKgG) eee 


Dome-Pan American Agreement 
Ex. Ps. 1007, 1132 & 1133 


Deir UU 2s Iie ZO VUES oa aetaae oe oc 


Ex. Ps. 1149) 1156) 178e 118i 


Cumulative to June 30, 1968 


Gross Production 
Expenditures Proceeds 

AD ER Be, 32 See $13,633,545 $6,248,479 
Pa RAS Sees tie enero c 1,465,488 
UPB Gis Sates ch Battie oo 5.-o oc 1,863,661 
a een A ee 5,139,934 282,185 
a ta Se eee rhe 533,001 
Bat DAO ee. 1,553,373 1,166,051 
Nt A ES eT ae Ae 4,040,156 3,666,139 
SotNe Rav beaua eG veaieeiits 6,557 _— 
ddI AER OS | SERS ree 295,720 _— 
aan Oy ee OE cee 979,378 _ 


* Block G. (Peejay) net proceeds from production became payable to the Company in December 1968, and by June 30, 1970 the 


Company's share amounted to $508,210. 


In October, the Panarctic King Christian D-18 
well, located on King Christian Island off the 
southwest coast of Ellef Ringnes Is!and, blew out 
while drilling at 2,000 feet before casing was run, 
caught fire and the rig was destroyed. Uncon- 
firmed reports are that the top 80 feet of the 
Upper Triassic massive sand had been penetrated 
when the well blew out and that the gas is 
burning at rates as high as 40 million cubic feet 
daily with craters occurring in the earth up to 
several hundred feet distant. Another rig has 
been flown in to drill a directional test to kill the 
burning well. 


Present indications are that the next year will 
be a very active one in the Arctic Islands. In 
addition to the six rigs which are already active, 
three more rigs were moved in last summer. In 
addition to that of Elf and Panarctic, drilling will 
be carried out by Sun-King Resources and the BP 


Group with Canada Southern participating in 
some wells (See map insert). ; 


It is expected that during 1971 exploratory drill- 
ing will be underway on Mackenzie King, Melville, 
Bathurst, Lougheed, King Christian, Graham, 
Amund Ringnes and Ellesmere Islands, in addi- 
tion to Prince Patrick and Vanier Islands. 


Mineral Exploration 


Wollaston Lake Uranium Project 


The Company, in conjunction with Magellan 
Petroleum Corporation, completed its uranium 
exploration program covering 1,507,000 gross 
acres (1,346,000 net acres) in the Wollaston Lake 
area of northern Saskatchewan. Comprehensive 
geophysical and core drilling programs failed to 
reveal indications of economic uranium minerali- 


Year Ended June 30 


1969 1970 Cumulative to June 30, 1970 Company Interest 

Conver 

SMURMIG cc0ds 0) exocndiiaes | Process. | Expevaiiwes Proceeds) | Expenditures’ "9% Interest 
$525,684 $ 915,206 $795,941 $ 794,455 $14,955,170 $7,958,140 $ 6,997,030 21.25 $1,486,869 
37,838 37,656 1,540,982 1,540,982 27.75 427,622 
86,413 83,295 2,033,369 2,033,369 27.75 564,260 
63,079 (2,639) 26,238 (1,952) 5,229,251 277,594 = 4,951,657 50.00 2,475,829 
24,425 24,425 581,851 581,851 50.00 290,925 
435,158 380,587 42,286 448,284 2,030,817 1,994,922 35,895 27.75 17,585 

194,883 1,333,276 267,858 1,426,742 4,502,897 6,426,157 (1,923,260) 27.75 : 
i 45,702 a 81,111 = 81,111 45.0 36,500 
So Pa 20,067 = 325,009 = 325,009 45.0 146,254 
262155,  — 23,573 os 1,029,166 = 1,029,166 45.0 463,125 


zation and the mineral permits have been re- 
linquished. 


Nemeiben Lake Copper Project 


In 1970 the Company entered into an agreement 
with Uranium Valley Mines Ltd. which entitles 
Canada Southern to earn interests in a copper 
sulphide prospect located in northern Sas- 
katchewan. Depending upon exploration monies 
spent by the parties concerned, the agreement 
entitles Canada Southern to earn up to a 50% 
undivided working interest in 6,110 acres cen- 
tered in the Nemeiben Lake area located about 15 
miles northwest of LaRonge, Saskatchewan. 


Geological mapping, geophysical surveys, sur- 
face trenching, and approximately 15,000 feet of 
diamond core drilling have been undertaken in 
the area where sulphide mineralization occurs 


at the surface. Diamond core drilling has de- 
lineated a thick, well defined, near-vertical min- 
eralized copper zone. To date, widely-spaced 
core drilling has indicated inferred reserves of 
three to five million tons of plus 0.60% cop- 
per ores in a zone with an average width of 60-70 
feet. Within this zone, approximately one million 
tons of reserves are inferred at an average grade 
of 1.5% copper over an average width of 10-15 
feet. Additional reserves may be developed both 
laterally and at depth with continued diamond 
core drilling. Additional core drilling will also be 
required in an attempt to upgrade inferred re- 
serves to a “proven” status. 


Borealis Exploration Limited 


Last summer Borealis Exploration Limited con- 
tinued its work on Melville Peninsula where major 


iron ore deposits have been outlined in two sec- 
tors. Indicated iron ore reserves in the form of 
magnetite in the western sector are now esti- 
mated at 2.6 billion tons with iron content rang- 
ing from 35% to 40%. In the eastern sector 1.1 
billion tons are indicated in five separate de- 
posits, grading from 25% to 30% iron content. 


In addition to the 3.7 billion tons of magnetite 
iron ore already outlined, there are also sub- 
stantial deposits of hematite iron formation, and 
Borealis’ consultants believe that reserves may 
eventually exceed four billion tons. 


Both the eastern and western sectors are 
amenable to open pit mining and are favorably 
located with respect to major European markets. 
Problems of transportation under Arctic condi- 
tions are being studied. Bulk samples of the 
deposits have been shipped to European steel 
companies and to certain Japanese steel con- 
cerns which have indicated interest in the de- 
posits. 


Borealis Exploration Limited 
Acreage Summary 


Gross Acres Net Acres 
Minerals 
Baffin Island 82,150 45,183 
Hood River Area 222,901 222,901 
Melville Peninsula 267,850 267,850 
Petroleum 2,984,487 298,448 
Total 


3,557,388 834,382 


In October 1970, the Company, under its 1968 
agreement with Borealis, exercised its right to 
acquire, at cost, a 20% interest in the Melville 
iron ore deposits. Canada Southern’s share of 
the exploration and development costs to date 
is approximately $78,000, subject to audit as pro- 
vided in the 1968 agreement. 


Along with the work on Melville Peninsula, 
Borealis continued its explorations in the Hood 
River area of the Northwest Territories where a 
number of copper-zinc-silver prospects were re- 
vealed. An intensive investigation of the area 
was in progress as the 1970 season drew to a 
close. The results of the work to date are being 
evaluated and a further program is being planned. 


In addition to the mineral permits and claims 
covering approximately 570,000 acres Borealis 
also holds a 10% interest in approximately three 
million acres of oil and gas permits in the Foxe 
Basin of the eastern Arctic. 


New Zealand 


The Company, through Canada Southern Pe- 
troleum (N.Z.) Limited, holds a 25% interest in 
5,268,480 acres of petroleum permits offshore 
New Zealand’s North and South Islands. 


A 5,500-mile offshore geophysical survey in 
New Zealand waters was completed in 1969. The 
objective of this survey was to obtain data on 
sediment thickness and structural characteristics 
in various sedimentary basins covered by the 
concession and application areas of the Com- 
pany and its associates. Based on the informa- 
tion obtained on that survey, a further detailed 
marine seismic survey was conducted in 1970 in 
areas where geological conditions appeared fav- 
orable for the accumulation of oil and gas re- 
serves. 


The 1970 program included an extensive multi- 
coverage seismic survey which was designed to 
further define the prospects indicated by the 
earlier work offshore South Island in the vicinity 
of the Westland concession. Marine seismic re- 
connaissance lines were also completed in North 
Cape, Hauraki and the Bay of Plenty concessions 
offshore North Island (See map, page 11). 


The Westland seismic survey located several 
large features having the structural characteris- 
tics of petroleum trap structures. One of these 
features appears to be the product of reefal 
growth during mid-Tertiary time. As now defined, 
it covers an area of over 64,000 acres and has 
indicated carbonate thicknesses ranging up to 
2,400 feet. Other similar but smaller features in 
upper Tertiary sediments may also be products 
of reefal growth and, if this is the case, they con- 
stitute potential petroleum trap structures. 


In addition, the Westland survey defined a 
large closed fault-line structure covering about 
76,800 acres in shallow coastal waters. The Com- 
pany’s Westland concession covers about 55% 
of this prospect. 


Canada Southern Petroleum Ltd. 


Acreage Summary — JUNE 1970 


Gross Acreage in Re tacteade 


Which Interest Held Under Held Under 


Is Held Lease Permit Total 
CANADA 
PETROLEUM 
British Columbia 
Pacific Agreement 
VVOMGINGMINECKCStionh tern seuk tact eeeceneodenrai at 160,255 30,359 30,359 
Carnie cdunitenGSt wctc...sk.cctrieas Oo tee eile a 244,323 51,920 51,920 
Phillips Agreement — Carried Interest .......... 234,216 76,330 76,330 
Other 
WOnKimnGpeInLeneSt enc. oxic canteens cece an 90,583 78,392 78,392 
Carnecminterest @ p20 ashe. niet wese = hie Ric.e someones 35,289 578 578 
TotalaBhitisnsColUmMblamsa oa 764,666 237,579 237,579 
Yukon & Northwest Territories 
Liard Basin 
Dome-Pan Am Agreement — Carried Interest .. 203,849 91,733 91,733 
ONE hea ets 08 fat tee MA Sear ne 360,453 267,516 7,902 275,418 
motalubiards Basin a csternra ese pea 564,302 359,249 7,902 367,151 
Arctic Islands 
Panarctic Agreements (see accompanying table) 
THALGLETEH YRS, Sik ciety terme ie 4 Per A as ere apres 3,687,097 1,229,032 1,229,032 
OU G Cberee ee eee Sete ae oa esha ye raaare 829,094 786,937 786,937 
Total Panarctic Agreements ......... 4,516,191 2,015,969 2,015,969 
CSP OO Cie ae ae eee ce ne 3,724,741 3,724,741 3,724,741 
MOaVATCICHSIAN OSes ee a eee ene 8,240,932 5,740,710 5,740,710 
FoxeyBasin(] aw te ee oe. ce Leck cae 2,984,487 12,505 12,505 
Total Canada (Petroleum) .......... 12,554,387 596,828 5,761,117 6,357,945 
MINERALS 
Northwest Territories(*) 
Melvilloseeninsulae +. oo olan sae areca es 267,850 Wee 11,223 
HOOGEHIVETEDIStKICtC, ecto tte nate Beis Gata 222,901 9,340 9,340 
BaitinmlsianCumereacs rp no tcscks rota ee eee uncer 82,150 1,893 1,893 
Total Northwest Territories .......... 572,901 22,456 22,456 
Oval MGAn Adak eeeoss « Seen 13,127,288 596,828 5,783,573 6,380,401 
AUSTRALIAN PetrOleUi) tea) anne ton eet ee 76,800 3,840 3,840 
NEW ZEALAND (Petroleum) ............0...0+.<: 5,268,480 1,317,120 1,317,120 
GrancwiOtalay se cate ce cate oe 18,472,568 596,828 7,104,533 7,701,361 


(*) Held through the Company’s 4.19% stock interest in Borealis Exploration Limited. The Company acquired in October 1970 a 
20% interest in the Melville Peninsula iron ore prospect and has the right to acquire up to a 20% interest in any other prospects 
developed by Borealis Exploration Limited prior to April 1, 1972. 


The Company’s exploration consultants rate 
Westland’s prospects very highly because of their 
size, the presence of petroliferous sediments in 
the onshore segment of Westland basin and the 
common association of large oil fields with reefal 
buildups in many petroliferous basins elsewhere 
in the world. 


The interpretation of seismic reconnaissance 
lines in the other concessions is now in progress. 


Petroleum exploration in New Zealand, both 
onshore and offshore, has shown a tremendous 
increase during the past year. Petroleum seep- 
ages have been known to occur onshore in New 
Zealand and one commercial gas field has been 


discovered and put on production in the south- 
western part of North Island. 


The oil discovery reported by Shell Oil Com- 
pany and its partners in March 1969 has devel- 
oped into a major oil and gas-distillate field. The 
Shell consortium has recently completed Maui 
Nos. 2 and 3 wells as substantial producers, lo- 
cated 10 to 15 miles north and east from the 
discovery well. Maui No. 4, located approximately 
30 miles south of the discovery well, reported 
non-commercial oil production. The four wells 
drilled in this area to date by the Shell group 
have encountered hydrocarbons in the multi-pay 
structure which now appears to extend over an 
area at least 38 miles in length. 
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Canada Southern Petroleum Ltd. (A Canadian corporation) 


CONSOLIDATED BALANCE SHEET 


(Expressed in Canadian dollars) 


June 30, 1970 and 1969 


ASSETS AND DEFERRED EXPENDITURES 


Current assets: 
Cash 


Accounts receivable: 
Magellan Petroleum Corporation 


Pacific Petroleums Ltd. 


Refundalbles Ge pOSiS star raat ea ame reste ca tere ae tert ae ne fa aan ares 


Duearomeselesnonthe Gompanveseca pital :StO c kasama ann einer ena 
Other .. 


Special refundable tax — Government of Canada ......................... 
Refundable depositssandi prepaldsexpenSeSa 2a ee ee 


TOtalicurrent.caSSetSwae +e teat evans won ate ae ene ie ees 


Investments and advances: 


Borealis Exploration Limited, at cost: 


8% unsecured debentures, maturing March 31, 1978 — interest accruing 
thereon after March 31, 1973 


Trans-Border Holdings Limited, 50% of capital stock, at cost, and advances of 
SS 2 fe ie See ee vier Sic Re SA cule. on Oa 4 Cro do OL OE RORON IG AR OO 


Canada Southern Petroleum (N. Z.) Limited, 25% of capital stock, at cost, and 
adVAaNnCES Of GB42 765 nc ae eae ee ot. ane es Pee tiie fon cad mca 


Other .. 


Oil, gas and mineral permits, leases and interests, including well, geological and 
geophysical lease rental andkdry holes COStS aye esc ee eee crae 


Other exploratory expenses and general and administrative expenses deferred ... 


Land, building and equipment, at cost less accumulated depreciation oF $241,551 
ande$229,020) "respectively 01. a. crt We cotea ee emer re ee ees. Reins SNe errceye 


The accompanying notes are an integral part of this statement. 
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1970 1969 

$ 97,384 $ 923,205 
4,700,000 4,350,000 
78,929 6,152 
47,540 61,331 
= 436,237 
_— 26,561 
32,181 39,682 
— 134,475 
36,335 42,111 
4,992,369 6,019,754 
225,000 225,000 
84,000 84,000 
117,248 117,248 

959 = 
BSiAs, 5,975 
6,364,625 5,935,169 
4,320,883 5,038,357 
115,871 128,172 


$16,226,930 


$17,553,675 


LIABILITIES AND CAPITAL 


Current liabilities: 


Non-interest bearing note payable to Borealis Exploration Limited 
Accounts payable and accrued liabilities: 
linea atawpasGOnpoOnatiOnaaie ee ken mre ee is cue tee nee Se retest tears 
Other 


Deferred income 


7% mortgage loan, maturing February 1974 (secured by land and building), less 
HOMlOMMMCIGCAWADOVOSy 27 els. acrtea ds cee etee- eNTd  eerte 


Capital: 
Capital stock, par value $1 per share: 
Authorized — 10,000,000 shares 
Outstanding — 8,581,931 and 8,565,350 shares, respectively ............ 
Capitalsinsexcessronpar ValuCu anys nerncmen nt Rte neh caterer meee enim ye 


Deductions fromeCapitall cess enim mene met ae cteeepariel serie 2 ceomege eats daite silent) es os 


Commitments and contingent liabilities (Note 3) 


On behalf of the Board: 
s/s John W. Buckley, Director 


s/s M. A. Reasoner, Director 
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1970 1969 
$ = $ 75,000 
18,236 28,307 
364,724 92,571 
19,900 18,200 
402,860 214,078 
58,425 77,025 
58,532 78,409 
8,581,931 8,565,350 
14,095,422 14,069,240 
22,677,353 22,634,590 
6,970,240 5,450,427 
15,707,113 17,184,163 


$16,226,930 


$17,553,675 


Canada Southern Petroleum Ltd. (A Canadian corporation) 
Year ended June 30, 1969 and 1970 


(Expressed in Canadian dollars) 


Balance 


CONSOLIDATED STATEMENT OF OIL, GAS AND 
MINERAL PERMITS, LEASES AND INTERESTS 


Oil and gas permits, leases and interests (including excess of cost of invest- 


ment in certain subsidiaries over net assets acquired) ................. $2,913,726 
GCOStzOF StANGIN GEWElISs sek ol. eee ee ee ee ee pre enee rn eee eL a 1,556,922 
GeologicalkandsgeophysicalWiexpenSesS seman yee rat anata eee 701,189 
Lease rentalsy re ee ee rea pe ech eee in ee ee coin oy ere 531,447 
DivsOlGxCOSES) ster clit MIR Se ogc oc re eae 175,349 


Costsmrelatedatommine yall © IMTS ages ee eee een Cnr ear ere cee aa 


$5,878,633 


CONSOLIDATED STATEMENT OF OTHER EXPLORATORY EXPENSES 
AND GENERAL AND ADMINISTRATIVE EXPENSES DEFERRED 


Portion of organization, corporate, general and administrative expenses 


incurred by predecessor company prior to April 20, 1954 ............... $1,956,162 
Expenses of the Company since April 20, 1954: 
Salaries: andiemplovee = Denelits ameter eee eee rae reer 1,946,212 
Financial, technical and other services under contract ............... 1,764,124 
Shareholders’ reports and capital stock expenses ................... 748,695 
LeGalS@WICES 2. er ee a ee eee ere gh veeren etisie etcetera 846,641 
SUH KChimGl InnKaNineIeiners) ln! VEUNE gon cw.ancehceoeonde cued aeavecuapans 553,437 
Depreciation depletion -andeamontizattonas seen ere 327,398 
Interest andvexchand Gag wae ens. va. Foner er eye ora eae ene 332,698 
Intangible drilling costs, lease operating costs and royalties .......... 326,457 
GeologicalzandrenGineeningt serawer rare | werner ae eer eee 254,844 
TraNSPORntAtONE peu ret een sh eet re cere Se ree rete eet d ee ace 165,276 
AUGINNGUSERVICCS ce) 5 nce etc ros ic nee eee eae ana ee eneaee, We serene raw ere 124,667 
COMMUNICATIONS MN. «cee eee eer ee ene eee ere ner an aed 109,929 
PUDICHIGIAT ONS? See see he A Ser ee ae re Paty ree ete Bee Glens 28,430 
MISCEIIAMEOUS Sik = Caf ore Auk oie camer irae iy Ps Rt Iain NB ie ater hac tyes rete ee 306,677 
9,791,647 
Less income: 
Rentointerest androthemincOmes. wc rr sete eel eee enone, carepenetrs 806,534 
Oilkandigasisales: At. SWS wate ee a Aer cee rene ne ete regrnm: 688,565 
Proceeds received under carried interest agreement ................ —_— 
Technical and administrative services rendered ..................... 180,396 
Payments received from Phillips Petroleum Company on assigned prop- 
ErtleS 1ESS enue. eo Ree ee eae Ree ee Oe coe ea Se ae et ee 37,425 
1,712,920 
Motalebetore abandonmentsScamd Sales en ee ree eee meer eer 8,078,727 
Less portion of above expenses considered allocable to interests aban- 
GONEGMOTYSOUGRS. he mecca ete ee kg er ny Oe ane erie SA RON re Resse rt a 3,181,961 


$4,896,766 


The accompanying notes are an integral part of these statements. 
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June 30, 1968 


Additions 
and 
transfers 


$ 11,156 
21 


195,094 
194,213 
23,200 


$423,684 


$140,267 
179,529 
130,897 


25,723 


667,730 


182,336 
11,030 
136,242 
124 


329,732 
337,998 


$337,998 


Abandonments 
and sales 


$156,575 
STL 


94,925 
1,003 


$310,480 


$196,407 
$196,407 


Proceeds 
under 
carried 
interest 


agreement 


$21,164 


25,008 
10,496 


$56,668 


Balance 


June 30, 1969 


$ 2,747,143 
1,556,943 
813,298 
620,239 
197,546 


$ 5,935,169 


$ 1,956,162 


2,086,479 
1,943,653 
879,592 
905,048 
600,995 
345,353 
340,231 
334,236 
267,827 
172,278 
135,969 
118,134 
41,020 
332,400 


10,459,377 
988,870 
699,595 
136,242 
180,520 

37,425 
2,042,652 


8,416,725 


3,378,368 
$ 5,038,357 
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Additions 
and 
transfers 


$ (3,599) 
288 
467,190 
240,137 
59,435 
651,348 


$1,414,799 


$ 149,790 
168,813 
118,096 


638,674 


481,905 
13,521 
315,300 
5,340 


816,066 
(177,392) 


$ (177,392) 


Abandonments 
and sales 


$283,791 
5,242 
2,969 
41,917 
100,077 
551,347 


$985,343 


$540,082 
$540,082 


Balance 
June 30, 1970 


$ 2,459,753 
1,551,989 
1,277,519 

818,459 
156,904 
100,001 


$ 6,364,625 


$ 1,956,162 


2,236,269 
2,112,466 
997,688 
951,523 
647,669 
365,036 
349,738 
341,329 
276,151 
180,503 
147,913 
124,914 
50,025 
360,665 


11,098,051 
1,470,775 
713,116 
451,542 
185,860 
37,425 
2,858,718 


8,239,333 


3,918,450 
$ 4,320,883 


Canada Southern Petroleum Ltd. (A Canadian corporation) 


CONSOLIDATED STATEMENT OF SOURCE 
AND DISPOSITION OF WORKING CAPITAL 


(Expressed in Canadian dollars) 


Year ended June 30, 1970 and 1969 


Source of working capital: 
Sales of capital stock less related expenses ..................01.0500-. 
Exercise of Stock Optlonsi:c ns. ames tens crore oe oes eed aces) testes scene 


Exercise of stock purchase: wWanantS: anes. ue ee ane ei iirer sec erm iia 


Proceeds from sales of capital stock and warrants of United Canso Oil & Gas 
Ltd. 


Income and proceeds under carried interest agreement ................... 
Special refundable: taxa(non-cuiment) Perec eer tek een cen rors eters 
Increases(decrease)ainkdeferredmincomen sna eee ere nonin ror 
Depreciationzof buildingrandsequipmentien. sara eee ce ree aes err 


Proceedsfrom-salesvof equipmentieecs- si ceneieranie mera te rier 


Disposition of working capital: 


Additions to other exploratory expenses and general and administrative ex- 
penses deferred 


Additions to oil, gas and mineral permits, leases and interests 


Investments in Borealis Exploration Limited and others 


Decrease in 7% mortgage loan (non-current) 


Additions to building and equipment 


Increase (decrease) in working capital 


Working capital at beginning of year 


Working capital at end of year 


The accompanying notes are an integral part of this statement. 
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1970 1969 
$ (24,358) $5,470,529 
25,709 129,565 
41,412 6,809 
= 560,831 
816,066 386,400 
= 134,475 
(18,600) 77,025 
15,602 14,809 
5,612 3,489 
~~ 861,443 6,783,932 
638,674 667,730 
1,414,799 423,684 
959 301,000 
19,877 16,799 
3,301 3,845 
"2,077,610 1,413,058 
(1,216,167) 5,370,874 
5,805,676 434,802 
$4,589,509 $5,805,676 


Canada Southern Petroleum Ltd. (A Canadian corporation) 


CONSOLIDATED STATEMENT OF CAPITAL STOCK 
AND CAPITAL IN EXCESS OF PAR VALUE 


(Expressed in Canadian dollars) 


Year ended June 30, 1969 and 1970 


Capital in 
Bieta eee sania Uperhalve Total 

BalancovarWJume’ 30, 1968*.. cnn eds ee cess erin ile 6,997,306 $6,997,306 $10,030,381 $17,027,687 

Net proceeds from sales of capital stock ...... 1,532,068 1,532,068 3,938,461 5,470,529 

EXerCiSeuOleStOoCksOptionS marmite eer aie 34,374 34,374 95,191 129,565 

Exercise of stock purchase warrants .......... 1,602 1,602 5,207 6,809 

Baan COmat UME GO al OOO: wes. tern side oiciatec sushel onsheaSyoeiens 8,565,350 8,565,350 14,069,240 22,634,590 

EXelCISe OfeStOCKODIONSs moe ae cr ace ae cia ee 6,837 6,837 18,872 25,709 

Exercise of stock purchase warrants .......... 9,744 9,744 31,668 41,412 

Additional expenses of 1969 capital stock offering (24,358) (24,358) 
Balance at June 30, 1970 before deductions from 

Capital wen ts ee Mey ieee ae ties canaries 8,581,931 $8,581,931 $14,095,422 $22,677,353 


Canada Southern Petroleum Ltd. 


NOTES TO FINANCIAL STATEMENTS 
June 30, 1970 


1. Basis of the financial statements 


The accompanying consolidated financial statements include the accounts of Canada Southern Petroleum Ltd. (Canada 
Southern) and its wholly-owned subsidiaries, Act Oils Limited (Act Oils) and Rampart Petroleums Ltd., hereafter referred 
to collectively as the Company. 


The properties in which the Company has interests are in an exploratory or development stage and, accordingly, all 
expenditures (less income) have been capitalized or deferred, except that costs and expenses applicable or considered 
allocable to areas abandoned and other losses, net of profits on sales of certain interests and the excess of Canada 
Southern’s equity in net assets of Act Oils over its investment at acquisition, have been deducted from capital. 


Realization of the amounts represented by investments and advances, oil, gas and mineral permits, leases and interests 
and other exploratory expenses and general and administrative expenses deferred is dependent upon future developments, 
since the properties represented by these assets and deferred expenditures are substantially unexplored or undeveloped. 
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Canada Southern Petroleum Ltd. 


NOTES TO FINANCIAL STATEMENTS — continued 
June 30, 1970 


Deductions from capital for the year ended June 30, 1970 and 1969 are summarized as follows: 


1970 1969 
Losses on abandonments or sales of interests: 
Prior years (including losses on former operations in the United States) _. $11,313,297 $10,809,749 
Gurrente yearns aes SC NS ca) One a Pein ea RS ha a le ae eS 1,519,813 503,548 
12,833,110 11,313,297 
Profits on sales of certain interests: 
Phrmoreyeals.) Wo cexceenne oo nee 2 Sea Wey oe Dee MAG Ana Sieg eae ey ee ne 4,953,479 4,547,739 
Current: year eee sit sera Weebl olei reso cack Meee geet paca. EEN oe are eM tee A —_ 405,740 
Excess of Canada Southern’s equity in net assets of Act Oils over its in- 
Vestmentmatara CQUISITION a nmemne isin aera ae ee AEE See OES Ss 909,391 909,391 
5,862,870 5,862,870 
Deductions from capital 


Bitte deray Se ees eee eceyeaint: cee cde salicylate = ies $ 6,970,240 $ 5,450,427 


2. Investments and advances 


During the year ended June 30, 1969, the Company sold its investment in United Canso Oil & Gas Ltd. (United Canso) 
for $560,831, realizing a profit of $405,740 which has been credited to deductions from capital in the accompanying con- 
solidated financial statements. 


In May 1968, the Company and United Canso entered into an agreement, subsequently amended, with Catawba Inter- 
national, Inc., a subsidiary of The Catawba Corporation, which was acting on behalf of a new company, Borealis 
Exploration Limited (Borealis), then being organized for the purpose of engaging in mineral exploration in northern 
Canada. The Company agreed to advance $225,000 in cash over a three-year period to Borealis, in exchange for $225,000 
face amount of Borealis 8% debentures, maturing March 31, 1978, together with certain options including the option to 
acquire, at cost, a 20% direct interest in any prospects developed by Borealis prior to March 31, 1972 or until work 
to prove a prospect is commenced, whichever first occurs. United Canso has a similar option to acquire a 20% direct 
interest in such prospects, which may be exercised by the Company to the extent not exercised by United Canso. 
Borealis, in consideration of the Company’s agreeing to forego interest for the period ending March 31, 1973 and 
agreeing to join with United Canso in maintaining Borealis’ books and records at the Company’s and United Canso’s 
expense for the period ending March 31, 1972, issued to the Company 90,000 fully-paid and nonassessable shares of its 
common stock. These shares were valued at $84,000, based on the above-mentioned considerations, which amount has 
been treated as deferred income in the accompanying consolidated financial statements, of which amount $18,600 was 
taken into income during the year ended June 30, 1970. At June 30, 1970, the Company’s equity in net assets of 
Borealis was approximately $30,230. These net assets consist primarily of deferred exploratory and administrative costs. 


In 1969, the Company acquired four New Zealand offshore concessions through a newly-organized, wholly-owned sub- 
sidiary, Canada Southern Petroleum (N.Z.) Limited (CSPNZ). Magellan Petroleum New Zealand Limited (MPNZ) acquired 
a 75% interest in CSPNZ on April 1, 1970 pursuant to an agreement whereby MPNZ reimbursed CSPNZ for all costs 
incurred relating to the aforementioned concessions to that date. 


3. Properties and related exploratory and other expenses 


The Company’s properties and property interests are located in British Columbia, the Yukon and Northwest Territories, 
the Arctic Islands, Saskatchewan, Alberta, Australia and New Zealand. 
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Canada Southern Petroleum Ltd. 


NOTES TO FINANCIAL STATEMENTS — continued 


June 30, 1970 


At June 30, 1970, much of the acreage located in British Columbia and the Yukon and Northwest Territories was 
covered by carried (net profits) interest agreements. These carried interest agreements provide that profits are not payable 
to the Company until expenditures by the operators have been recouped from production. Also, the Company may at any 
time elect to convert its position from a carried interest to a working interest by paying its share of the expenditures not 
recouped by profits from production. At June 30, 1970, the accumulated expenditures by the operators attributable to the 
Company’s carried interests substantially exceeded the amounts recouped from production, except for one block which 
reached payout status during December 1968. The Company’s share of profits from this block was $315,300 during the year 
ended June 30, 1970, which amount has been credited to other exploratory expenses and general and administrative 
expenses deferred in the accompanying consolidated financial statements. 


At June 30, 1970, the Company's share of the cost of a standing well, completed as a discovery on a permit in 
the Yukon during the year ended June 30, 1965 at which time the Company had a 45% working interest, amounted 
to $1,118,250. It is anticipated that a significant amount of rework will be necessary to bring this well to production. 


A significant portion of the Company’s interests in the Arctic Islands is subject to an agreement with Panarctic 
Oils Ltd., whereby the latter company may earn interests ranging from 20% to 80% by carrying out a specified 
exploratory program. 


The Company may earn up to a 50% working interest in a copper prospect located near LaRonge, Saskatchewan 
by contributing up to $192,500 to an exploration program which is currently in progress. 


No provision for amortization of the amount carried for oil, gas and mineral permits, leases and interests or for 
other exploratory expenses and general and administrative expenses deferred is included in the accompanying con- 
Solidated financial statements. Depreciation has been provided for building and equipment by the straight-line method 
based on estimated useful lives. Depreciation of well equipment and amortization of intangible drilling costs pertaining 
to producing wells is computed by the unit-of-production method. 


Lease rentals, work requirements and deposits in connection with the properties and property interests held by 
the Company at June 30, 1970 approximate $1,100,000 for the year ending June 30, 1971. 


At June 30, 1970, Canada Southern had issued notes aggregating $533,448 to the government of Canada because 
of uncompleted work requirements on various permits. These notes have been excluded from the accompanying consoli- 
dated financial statements, since they will be cancelled by the Government upon the completion of these work require- 
ments. 


4. The Catawba Corporation 


The amounts shown in the consolidated statement of other exploratory expenses and general and administrative 
expenses deferred for financial, technical and other services under contract represent charges from The Catawba 
Corporation (Catawba). Canada Southern’s current (expiring July 1973) and prior contracts with Catawba have provided 
for payments based on services rendered and the granting of a 1/64th overriding royalty on all properties acquired 
by Canada Southern during the term of the contract. The contracts also have provided for special compensation for 
services rendered not contemplated under the contracts. During the year ended June 30, 1969, the Company approved 
a $35,000 payment to Catawba as a bonus for services rendered in connection with the 1968 ‘“‘Subscription Offer’ of 
the Company. Catawba provides similar services to Magellan Petroleum Corporation, Borealis Exploration Limited, 
Canada Southern Petroleum (N.Z.) Limited, United Canso Oil & Gas Ltd. and Magellan Petroleum New Zealand Limited. 
Certain of the stockholders, officers and employees of Catawba are directors, officers and/or shareholders of Canada 
Southern and of the other companies mentioned above. 


5. Capital, stock purchase warrants, and stock options and reservations 


During the year ended June 30, 1969, the Company sold 1,259,050 shares of its capital stock together with stock 
Purchase warrants, pursuant to a ‘‘Subscription Offer’’ dated October 28, 1968 made by the Company to its shareholders, 
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Canada Southern Petroleum Ltd. 


NOTES TO FINANCIAL STATEMENTS — continued 


June 30, 1970 


realizing net proceeds of $3,370,728. These warrants entitle the holder to purchase shares of the Company’s capital 
stock at a price of $4.25 for each share purchased on or before December 31, 1970, $5.00 from January 1, 1971 to 
December 31, 1972 and $5.75 from January 1, 1973 to December 31, 1973. During the two years ended June 30, 1970, 
warrants to purchase 11,346 shares were exercised with proceeds to the Company of $48,221. At June 30, 1970, there 
were stock purchase warrants outstanding for the purchase of 618,179 shares of the Company’s capital stock. Also, 
during the year ended June 30, 1969, the Company sold 273,018 shares of its capital stock without stock purchase 
warrants, realizing net proceeds of $2,099,801. 


On April 11, 1967, the Company’s shareholders approved an incentive stock option plan authorizing the Board of 
Directors to grant options on 300,000 shares of the Company’s capital stock. Under this plan, on January 8, 1968, 
options to purchase shares were granted to The Catawba Corporation for 150,000 shares and to employees for 58,000 
shares and, on June 25, 1969, an option was granted to a Canadian counsel for 10,000 shares. The options granted 
to Catawba vest and become exercisable to the extent of 35% beginning January 8, 1969, an additional 35% beginning 
January 8, 1970 and the remaining 30% beginning January 8, 1971. The options granted to employees and the 
Canadian counsel had the same provisions as to vesting and to exercise, but due to certain considerations the Board 
of Directors in 1969 amended the employees and Canadian counsel options so that these options vested and became 
exercisable immediately following such Board action. 


During the year ended June 30, 1970, employees and Catawba exercised options on 6,837 shares at $3.50 (U.S.) 
per share, an aggregate of $23,930, as compared with market prices ranging from $5.00 to $7.75 (U.S.) per share, an 
aggregate of $39,237, on the dates of exercise. 


Stock options outstanding at June 30, 1970 are summarized as follows: 


Market 
price 
Option (per share) 
Date of Expiration Number price at date 
Optionee grant date of shares (per share) of grant 
The Catawba Corporation .. Jan. 8, 1968 Jan. 7, 1973 144,489 $3.50(U.S.) $3.50(U.S.) 
EmployeeSrsce a.m | oars Jan. 8, 1968 Jan. 7, 1973 22,300 3.50 3.50 
Canadian counsel ......... June 25, 1969 June 24, 1974 10,000 8.00 8.00 


176,789 


At June 30, 1970, 131,789 of the above-mentioned options on 176,789 shares were exercisable. In addition, there were 
105,000 shares reserved for future option grants at June 30, 1970. During the year ended June 30, 1970, there were 
no changes in stock options other than as mentioned above. 


6. Allocated expenses and compensation 


Certain employees and office facilities are shared with United Canso Oil & Gas Ltd. and certain of the general and 
administrative expenses represent allocated portions of common expenses. Compensation of directors, officers and 
senior employees allocated to or paid directly by Canada Southern amounted to $82,839 and $96,140 for the years 
ended June 30, 1969 and 1970, respectively. Contributions to a pension plan on their behalf allocated to Canada 
Southern amounted to $4,537 and $4,863 for the years ended June 30, 1969 and 1970, respectively. 
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AUDITORS’ REPORT 


The Board of Directors and Shareholders 


Canada Southern Petroleum Ltd. 


We have examined the accompanying consolidated balance sheets of Canada Southern 
Petroleum Ltd. at June 30, 1970 and 1969, the related consolidated statements of oil, gas 
and mineral permits, leases and interests, of other exploratory expenses and general and 
administrative expenses deferred and of capital stock and capital in excess of par value 
and the consolidated statements of source and disposition of working capital for the years 
then ended. Our examinations were made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. 


In our opinion, subject to such adjustment as would result from failure to recover in the 
future the amounts at which investments and advances, oil, gas and mineral permits, leases 
and interests and other exploratory expenses and general and administrative expenses 
deferred are carried in the consolidated balance sheets (see Note 1), the statements men- 
tioned above present fairly the consolidated financial position of Canada Southern Petroleum 
Ltd. at June 30, 1970 and 1969, the consolidated changes in oil, gas and mineral permits, 
leases and interests, in other exploratory expenses and general and administrative expenses 
deferred and in capital stock and capital in excess of par value and the source and disposi- 
tion of its consolidated working capital for the years then ended, in conformity with generally 
accepted accounting principles applied on a consistent basis during the period. 


Arthur Young, Clarkson, Gordon & Co. 


New York, N. Y. 
September 11, 1970 


